INTERNAL REVENUE SERVICE DEPARTMENT OF THE TREASURY
SOUTHWEST REGION APPEALS OFFICE

Date: ppg 2 9 1703

Person to Contact:

Telephone Number:

Refer Reply to:

Tax Period:
All Years

Dear Sir or Madam:

We have considered your appeal of the adverse action proposed by your
Key District Director. Your request for exemption from Federal income
tax under section 501(c)(7) of the Internal Revenue Code is denied.

You are required to file income tax returns on Form 1120 for the above
years. You should file these returns with the Service Center within 30
days from the date of this letter, unless a reguest for extension of
time is granted.

You may direct questions about the decision to the Appeals Officer whose
name and telephone number are shown above.

Associate Chief, Appeals
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Internal Revenue Service Department of the Treasury
District I
Director )
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Ferson to Contact:

Telephone Number :
]
Refer Reply to:
I

Ixar 3ir or Madam:

e have considered vour application for recognition of exemption from Federal
income tax under section H01(aii7yr of the Internal Revenue Code.

The informaticon submitted indicates that you were incurporated under the non-
profit laws of the state of I Your purposes as set forth in your
Articles of Incorporation are as follows:

This corporation is organized to conduct anv and all lawful affairs for which a
nen-profit cerporation may be incorpornted under the laws of the State of
B - they nay be amended from time to time. and specifically to provide a
higher quality of RV living at a lewer cost than is possible with rental or
private ownership: to form a community of people based on the national [ ENEGIN
Bl C concept of "sharing and caring”: to provide a place for members of the
B o k. free of charge. in a self-contained recreational vehicle
while in or traveling through . 21l in conpliance of the Internal Revenue
Code Section 501ic){3) governing non-profit corporations.

Your organization purchaced MMl acres in M. to provide its members with an
excludive use recreational vehicle park with leasehold lots for its members.

vou develored the property into I RV lots with recreaticonal building., office,
maintenance building and paved streets.

A individual becomes a member of vour organization by signing a lifetime real
zstate leazs and paving an initial fee of S to rurchase a leasehold
interest in a lot at vour varks. The recreational facilities can be used by all
individuals using yvour RV vark. Yeour organization also conducte social and
recreational functions.



-

When a member terminates his membership whether voluntary or involuntary. re-
assignment of his leasehold interest is transacted through vour organization.
The member will receive his original investment in the lot, plus any pro-rated
agsessments. minus any fees due. This member will alsc receive consideration

for any improvements to the lot. Upon the death of a member, the rroceeds will
revert to the leasebolder’s Pstate

When a menmber is not using his lot. it can be rented to non-members who belong
1o similar RV parks. Your organization receives the rental income from the

non-members.  Your organization keeps % of the rental income for an improve-
ment fund. The remaining % is credited to the members account for his annual
maintenance fee. Your by-laws state each member is encouraged to rent his lot

to other | 2 = ncans of generating funds to offset the operating costs
of the Co-Operative.

The financial information you submitted for your vear ending NG5GN
shows SN o -nember income from space rents and SHIEIEEEEEE in total
income. which canals [ non-member income.

Your I vear shows SHENEEEE non-nenber rental income. plus 3
investment income. for a total of SHNEEEEEE. Ycu listed SN in total

receipts. which would eousl I non-member and investment income for that
vear.

The income amcunts you submitted for your [ vear through IR, reveals that
Bl i from non-member sources.

getion 501(a) of the Code provides that an ordanization described in subsection
o) ur ... "Shall be exempt from taxation under this subtitle unless such
xenttion is denied under section 502 and 503 (which are not applicable).
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Section 501ae (7Y of the Internal Revenue Code provides exemption for:

“Clubs organized for pleasure. recreation and other nonprofitable purposes.
substantially all of the activities of which are for such purposes and no
part of the net earnings of which inures to the benefit of any private
shareholaer.”

Cection 1.801(ci(7i-1(b) of the income Tax Regulations states that:

© Selicitation by adveriisement or otherwise for public patronage of its

facilitie prime facie evidence that the club is zngaging in

at
iz
vuziness. ..’
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Section L.501(ei(7)1-1 of the Regulations provides. in part. as follows:

(a)The exemption provided by section 501(a) for corganizaticus described in
section 501(¢y(7) applies only to clubs which are organized and operated

exclusively for pleasure. recreation. and other nonprcfitable purposes. but

does not apply to any club if any part of its net earnings inures to the
benefit of any private shareholder. In general. this exemption extends to
gocial and recreation clubs which are supported solelyv v menbership fees.
dues. and assessments. However. a club otherwise entitled to exemption
will net be disaualified because it raises revenue from members through the
nse of club facilities or in connection with club activities.”

(YA clul which engages in business. such as making its social and recreat-
iemal facilities available to the zZeneral public or by selling real estate,
timber. or other products. is not organized and operated exclusively for
pleasure, recreation. and other nonprofitable purposes. and is not evempt
under ssction 501(a). Solicitation by advertisement or otherwise for
rublic patronage of its facilitiss is prima facie evidence that the club is
engaging in buginess and is not being operated exclusively for pleasure.
recreation. or social purposes. However. an incidental sale ¢f property
will not deprive a club of its exemption.

Revenue Ruling 6R-168. 1863-1 C.Br 269. holds that a nonprofit organization that
acauired substantial acreage and, after developing recreational facilities on a
rertion thereof. aubdivided the remaining land into building lots which it
lesses to membsrs for ninetv-nine vears: is aot exempt from Federal income tax
under section 501(c)1 7% of the Internal FRevenue Cods.

Revenue Procedure 71-17. 1871-1 C.E. 683. provides guidelines for determining
the «ffect of pross reri te derived from nonmenber use uf social club’s
facilities on the club’s exemption under secticn 501(¢)(7) of the Code. Rev.
Frac. T1-17 gtates that where a club makes its fdul;ltlcs available to the
general prblic to a suhatantial degree. the c.ub is not cperated exclusively
for pleasirs. recreation. or other nonprefitable purposes. The term  “general
public.” 38 used in that Revenus Procedure. means versons other than members cof
3 slubk. their Jdependents. wr guests.

4 euest ot 2 nonprofit social club is an individual who 1= & guest of & member
5% the aloh aad who ordinarilv does not reimburse the membsy for the guest’s
surenses.  on ihe other hand. amounts pald to a sccial club by visiting members
of another social oiub are amounts raid bv nommembers. even thouzh both ¢labs
are 5 Like naturs aned the anounts pald are for goods. facilities. or services
wreeacidead v ozoch accial olub undec a reciprocal arrangsment with such othvr
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Public Law 34-560 effected the reaulations in that the terms. "seolely™" and
"exclusivelv” should be replaced bv “"subatantiallv” and “"mostly”. Also. the
Committee Report on Fublic Law 94-568 sets out a maximum percentage test of 15%
for nonmenber and 35% for nonmenber and investment income. The Committae Report
states that if an organization has ocutside income in excess of the 35% limit (or
the 15% linit indicates that zross receipts derived from nonmember’s use of a
clubs facilities), all the facts and circumstances are to be taken into acccount
in determining whether the organization gqualifies for exempt statua.

Revenue Ruling 63-220. 1963-1 C.B. 194, holds that a social ¢lub that receives
a substantial portion of its income from the rental of proprertv and uses such
income to defray operating erpenses and to improve and expand its facilities is
not exempt under section S01(¢Y(7) of the Code.

Yeur activities consist of cperating a recreational vehicle park. to provide
lower cost RV living for your menbers by leasing lots to them on a lifetime
basie. The subdividing and leasing ¢f these lots is almost identical to the
astivities conducted by the organization described in Revenue Ruling 68-168.
Condhacting such real estate leasing is not & recreaticonal activity., but
constitutes engaging in a buginess.

/mu encourage vour members to rent out their lots to non-mwembers who belong to
2 national organization. - (O:r records do not list this corpor-
aticn as being evempt from Federal income tax. Revenue Procedure 71-17
describes the term "general public” persons other than menbers of a club. their
dependents. or guest. Nonmembers who reimburse the member or pay their own fees
for the uwse of club facilities are not conzidered a guest of the member.

Puhlic Law 94-568 limite the percentage of non-member income to 15%. and 3%% for
nonmember pius investment income. vou have exceeded the 15% limit each vear and
the 35% limit in vour second year.

In Fevenue Ruling 63-220 the organization receives a substantlal vortion of its
incoms frem rental income. At this point vou receive avout NN o1 vour
inceme from nonmember rent: but like the organization in the revenue ruling.
part of thies rent is used directlv for improvements to vour facility. The rest
of the rent ig credited to the menmber’s ammal maintenance fee.
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Crediting the income againat the membeds liability for maintenance fees
constitutes taxable income in that he is enabled to avoid exrenses and is thus
inurement to his benefit.

If vou agree with these conclusions or do not wish te file a written protest.

please sign and veturn Form 6013 in the enclosed self-addressed envelore as soon
as pussible.

1f vou do not agree with these conclusions. vou mav. within 30 davs from the
date of this lettar. file in dupiicate a brief of the facts. law. and argument
that clearlv sets forth yvour position. If vou desire an orel diascussion of the
issue. please indicate this in vour protest. The enclosed Publication 892
gives instructions for filing a protest.

£ vou do not file a protest with this office within 30 davs of the date of this
(=3

T
repory or letter, this proposed determination will become final.

If vou have anv further guestions, please contact the person whose name and
televhone number are shown at the beginning of this letter.

Sincerely.

Distriet Director

Enclosures:
Publication $82%
Form 6018



